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I. INTRODUCTION
A. The University Research Group on Energy
The data reported here were collected to provide state-specific financial 
and economic parameters for the analysis of the effect of air pollution con­
trol policies on utilities and their customers. Since there has been 
considerable interest in these statistics, this report provides the infor­
mation gathered.
The work is part of the University Research Group on Energy’s analysis
of electric utilities, air pollution emissions, and control. The Group has,
as principal investigators, James Stukel (project director) and Clark Bullard
at the University of Illinois, Ed Rubin and Sarosh Talukdar at Carnegie-Mellon
1University, and Timothy Mount and Duane Chapman at Cornell University. The 
areas of responsibility are coordination and system integration (Urbana), 
capacity planning (Urbana), coal supply (Urbana), pollution control and 
emissions (Carnegie-Mellon), plant operations and dispatching (Carnegie-Mellon), 
demand and conservation (Cornell), and finance (Cornell).
The major objective of the Group is to develop an integrated, annually 
recursive simulation model which can be used by the Environmental Protection 
Agency in its acid rain research and policy analysis programs.
This report is representational rather than inferential. State practices 
and data are reported here as gathered for use in the simulation model.
Analysis will be the domain of future work.
These data do not supplant the continuing efforts of the National Associ­
ation of Regulatory Utility Commissioners or of investment analysis groups.
It must be emphasized that the data are collected for use in a computer
simulation model, and are issued here to provide these data to interested 
persons and organizations.^
The data were collected and analyzed by Sally Hindman with the assistance 
of Kathleen Cole in technical areas, and under the supervision of Duane 
Chapman. The report is prepared by Hindman and Chapman.
B. State Regulatory Practices and Air Pollution
In a related publication, Kathleen Cole studies "Financial and Regulatory
Factors Affecting the State and Regional Economic Impact of Sulfur Oxide Emis- 
3sions Control." While Cole's work explores the implications of regulation, 
the significance of the economic environment as it affects the impact of air 
pollution policies is evident with a simple example.
Consider a hypothetical Consolidated Electric Corporation. The Corpora- 
tion has 2,000 MW of coal capacity, and is operating at an average 69% capacity 
utilization. With an average 9% energy loss, it generates 12.1 billion kWh 
and sells 11 billion kWh annually.
Its capacity is entirely sold to retail customers. Although demand is 
declining slightly, the company is in a sound position with respect to fully 
utilized plant.
Now suppose it has been required to install retrofit flue gas desulfuri­
zation facilities at an average current-dollar cost of $175 per kW, and that 
this is the last year of a three-year construction program. Payment is made 
to the contractor as the work concludes.
Variations in state regulatory practice will have a considerable impact 
on the effects of pollution control investment on utility economics and
In this example, states are categorized as "A" states and " F "customers.
-3-
states according to the relative favorability of their regulatory climates. 
"A" states are those deemed most favorable toward companies from the stand­
point of investor/lender evaluators. "F" states' regulatory climates are 
considered least favorable. Many investment companies rank state regula­
tory commissions in a manner analogous to their evaluation of bond quality. 
Just as a good bond rating indicates a judgment that default on bond payment 
liabilities is improbable, so a good state rating indicates that the evalu­
ator expects the regulatory commission to allow reasonable or high earnings 
for shareholders.
An "A" state is likely to use one or more of these policies: fair value
inflation adjustment of rate base, construction work in progress (CWIP) in 
the rate base, a high rate of return, and full normalization of tax benefits.
At the other position, an "FM state would be likely to use original 
cost, allowance for funds used during construction (AFUDC) with no rate base 
CWIP, a low rate of return and flow-through of tax benefits. Such variations 
are evident in following sections of this paper.
The regulatory data in Table 1 give one possible representation of these 
contrasting policies. The "A" state gives a 30% inflation adjustment to net 
plant in service and allows full pollution control CWIP in the rate base.
In this state, Consolidated Electric has a $1,560 billion rate base without 
the FGD (flue gas desulfurization) system, and $1,910 billion with the system 
Depreciation is being changed to an economic depreciation basis in this year 
and is assumed to be one-fifteenth of the rate base value of plant in service 
or $104 million. Allowed return on rate base is 12%, a value appropriate 
to mid-1981.
This state follows full normalization, and bases its tax allowance on
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normal straight line depreciation. Consequently, the tax allowance is $145
4million with no FGD and $166 million with the system. As part of its 
normalization policy, the state determines its tax allowance without reference 
to the investment tax credit.
Of course, this simplifies the tax treatment. Most normalization states 
will, in succeeding years, reduce the rate base by the amount of tax benefits 
which have accrued to the corporation. Since Tables 1 and 2 deal only with 
a single year, it may be assumed that this aspect of normalization becomes 
operative in subsequent years.
Operating expense is a constant $300 million in all cases. Cost of 
service revenue is the sum of allowed return, allowed depreciation, the tax 
allowance, and operating expenses. The result is allowed revenue of $736 
million without FGD and $799 million with the system. Customer cost rises 
from 6.7 q/kWh to 7.3 q/kWh.
The "F” state is rather less helpful in providing increased revenue or 
satisfactory revenue. It gives no inflation adjustment or pollution control 
CWIP in the rate base. (It does, however, allow a 9% AFUDC on the pollution 
investment cost. In the following year, this $32 million would be added to 
the rate base when placed in service. It will also appear below in this 
year's income statement.) Rate base totals $1.2 billion with or without the 
FGD installation. The allowed rate of return is a much lower 8%, Deprecia­
tion in the cost of service calculation is normal straight line depreciation.
In the "F" state tax policy, all tax benefits are flowed-through, The 
depreciation figure in the tax allowances is identical to actual depreciation 
for tax purposes. The tax allowance is negative: -$54 million without FGD
-7-
and -$135 with FGD^. The large difference in the tax allowance arises from 
two factors: the investment tax credit and interest payments. This is
discussed below. It should be emphasized that the "F" state requires the 
tax allowance to equal the tax actually paid.
Operating expense remains the same $300 million.
Now, cost of service revenue is $382 million without FGD and $301 million 
with FGD. For the "F" state, the tax benefits are all passed on immediately 
to customers. This means that, in the last year of installing FGD when— in 
this illustration— payment is made, the tax benefits are large enough to 
reduce tax payments below zero. Theoretically, negative tax payments could 
be flowed-through to customers in several ways. The use of carry-back pro­
visions may allow Consolidated Electric to re-estimate previous years1 tax 
returns to obtain refunds. Alternatively, certain new tax leasing provisions 
might permit the tax benefits to be sold. Third, if Consolidated Electric 
is an operating subsidiary of a utility holding company, the benefits from 
Consolidated can shelter income from other companies operated by the holding 
company.
In reality, most flow-through commissions would adopt some form of 
modified normalization in the face of vary large negative tax allowances. 
However, as Table 1 indicates, tax benefits from investment are so large 
that flow-through can reduce revenue requirements in very early years.
Note the change in average customer price: in this year, the customer
price is actually reduced by the FGD installation. (Of course, in later years, 
the price will be higher. This is explained below.)
The illustration makes the point needed. Given the same physical
-8-
assumptions and purchase costs, regulatory policies in the "F" state cause 
customer prices to be one-half the prices in the "A” state. Further, the 
$350 million paid for FGD increases price in the "A" state, but, because of 
the tax benefits captured for customers, the FGD cost reduces customer 
price in the "F" state.
But, the advantage gained by customers is at a serious cost to Consoli­
dated Electric. Net income is negative in the "F" state. Adjusting net 
income so that tax expense is actual tax paid and excluding AFUDC still leaves 
net income unacceptably low. This is of course expected, and explains why 
many states changed policy in 1980-32*
Perhaps the surprise is that the $350 miilion FGD adds a positive 
amount to net income in both states for this specific year. Yet, since it 
is of course the purpose of fair regulation to increase the magnitude of net 
income to reward greater useful shareholder investment, this is after all 
expected.
It must be emphasized that Tables 1 and 2 are for a specific year. The 
time paths of customer cost and net income varies considerably for normalized 
and flow-through accounting.
Figure 1 shows that customer prices are much higher with normalization 
in early years, but, as tax benefits are returned to consumers over the 
lifetime of a facility, normalization customer charges are less over most of 
a facility's life. Although Figure 1 is based upon a nuclear plant, similar 
analysis of a coal facility with FGD gives similar results.
Figure 2 shows a tax and profit analysis for a coal plant with FGD over 
the construction and operating periods. Normalization actually requires the
-9-
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plant to operate at an after-tax loss in the last third of its operating period.
The Economic Recovery Tax Act of 1981 further increases tax benefits for 
new power plants, but requires those benefits to be wholly normalized. The 
1982 Tax Act slightly modifies the accelerated depreciation-investment tax 
credit provisions of the 1981 Act, but leaves intact the statutory requirement 
of normalization as a precondition for new tax benefits.
The hypothetical example used here assumed that, at a cost of $350 
million, flue gas desulfurization equipment was retrofitted to 2,000 MWe of 
existing coal capacity. Further, assume that the company uses 5.8 million 
tons of 2% sulfur coal. This yields 232,000 tons of sulfur oxide at a rate 
of 3.65 lb S02/MBtu. The FGD system is 90% effective, reducing emissions, to 
23.2 thousand tons of S02. While the focus of this report is financial 
practices in the states as they influence the financial impact of air pollution 
policies, it should be remembered that one of the purposes of air pollution 
control is, simply, to reduce sulfur emissions.
In future work the URGE group will utilize the Advanced Utility Simula­
tion Model to study forms of air pollution policy, examining the interaction 
of costs, finance, emissions, and demand over a 20 or 30 year period. Financial 
impact will be examined through the Cornell financial model which will incor­
porate the knowledge and data acquired through this report. Again, reference 
is made to the Cole analysis cited earlier which was prepared for the Congres­
sional Office of Technology Assessment.
C. Questionnaire and Methodology
The questionnaire (Appendix A) investigates items allowed in the rate 
base, rates of return, tax treatment, and other financial and accounting
-12-
information. These data have, as noted, been utilized in constructing the 
financial sub-model of the URGE Advanced Utility Simulation Model.
Several reports currently available deal with some questions of 
relevance to the URGE group. For example, Salomon Brothers, Goldman Sachs, 
Shearson and Value Line provide some similar information.^ The National 
Association of Regulatory Utility Commissioners (NARUC) Annual Report 1980
g
also contains regulatory data. However, the information in these sources 
is necessarily limited in quantitative detail and as a result cannot be used 
as a basis for numerical modelling.
The questionnaire was carried out using a combination of techniques. 
Initially, commission staff people were contacted to ensure their cooperation. 
The questionnaire was then mailed to commissions. The first mailing achieved 
responses from 26 states. A follow up questionnaire brought answers from an 
additional 11 states. A second follow up mailing in combination with tele­
phone calls achieved responses from the remaining 13 states.
Additional telephone calls were made to all commissions in order to 
clarify the information previously received. The process took place during 
an eight month period between April and October of 1981.
The state of Nebraska was omitted from the inquiry because it has no 
privately owned electric utilities. All other states and Washington, D.C. 
were included.
This effort collected over 1500 data entries and achieved a response 
rate of about 98 percent. Still, the questionnaire was not without weak­
nesses. Several of the questions were open-ended in the information they 
requested. Responses to these inquiries were consequently varied and generally 
less complete than those seeking specific information (e.g. question II.A. on
-13-
items allowed in the rate base, and section III on rates of return suffered 
from this problem).
Another problem arose from the detail sought in some questions. State 
commission staff people have only limited time to work on questionnaires 
and some of the information sought required considerable research by them. 
Questions like IV,B.2.b. regarding the normalization method for tax deferrals 
from accelerated depreciation achieved a lower response rate than others.
Overall, this approach has been useful in acquiring data for use in 
the Advanced Utility Simulation Model. For other purposes, some other ongoing 
mechanism is needed.
A final note: as part of the financial data needed for simulation
modelling and analysis, we summarized the basic balance sheet and tax sta­
tistics for the privately owned utilities in each state. These data are 
given as 31 variables or terms in Appendix C.
II. RATE BASE
A . Items Allowed in the Rate Base Other Than Direct Investment 
and AFUDC
Items typically included in a utility’s rate base are, along with 
direct investment and allowance for funds used during construction (AFUDC): 
allowance for working capital; materials and supplies; plant or property 
held for future use; land held for future use; fuel inventories; pollution 
control; construction work in progress; advance payments; contributions in 
aid of construction; acquisition adjustments; and minimum bank, balances.
Items typically deducted from the rate base are: accumulated deferred taxes
-14-
and credits; depreciation; and customer advances for construction.
B. Treatment of Pollution Control and Conservation Expenditures
1. Pollution Control
Electric utility air pollution control investments consist primarily 
of electrostatic precipitators for oil and coal plants and sulfur oxide 
scrubbers for new coal plants. Such:expenditures are generally a great deal 
more costly for: coal burning units than they are for oil fired generating, 
plants.
Forty-five commissions questioned said pollution control equipment 
was included in utilities' rate bases. One, Louisiana, said because there
c
was relatively little coal in the state such expenditures were not included." 
Presumably, pollution control investment might be considered if it existed.
The NARUC 1980 Annual Report shows that Alaska, Minnesota and Oklahoma 
disallow pollution equipment from the rate base.^ All three of these com­
missions when responding to the URGE questionnaire said that pollution con­
trol was allowed in company rate bases.
2. Company and Customer Conservation Expenditures 
a. company expenditures
Company conservation expenditures improve the efficiency of utilities' 
own systems or buildings.
Table 3 presents results on state treatment of company conservation 
expenditures. Answers provided were categorized according to whether such 
cases were heard or not typically heard before commissions.
Of 20 states where such cases were heard, fifteen indicated that
-15-
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these investments were allowed in the rate base. Five said they were allowed 
on a case by case basis.
Twenty-two commissions did not typically hear such cases. Of these, 
company conservation expenditures would be allowed in ten. In eight states, 
larger or long term expenditures would be allowed rate base treatment while 
short term or small amounts would be expensed. Four states said company 
conservation expenditures were expensed. Eight either provided no answers 
to this question or had unique methods of handling them.
b. customer conservation expenditures
Customer related conservation expenditures help customers improve the 
energy efficiency of their homes or buildings, primarily in compliance with 
the National Energy Conservation Policy Act, which requires utilities to 
set up energy audit programs for residential buildings.
Table 4 presents results on state treatment of customer conservation 
expenditures. Fifteen states (30 percent) included at least part of utilities' 
customer conservation program costs in the rate base. Ten commissions 
allowed companies to expense part and allow part in the rate base. In such 
cases, it is common for large capital expenditures (e.g. equipment) to be 
allowed rate base treatment while smaller expenditures are expensed. Four 
states (Arkansas, Minnesota, Mississippi, and Texas) mentioned utility 
pilot programs which were included in the rate base. Twenty—three state 
commissions indicated that customer conservation expenditures were treated 
as expense items. Four states said their commissions are presently having 
generic hearings on this subject. Alaska and California said their state 
energy offices handled their customer conservation programs.
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Table 4. Historical Treatment of Customer Related Conservation Ex­
penditures3
Have Been Never
Allowed Allowed
State in Rate Base in. Rate Base
AL
AKb
AZ
AR
CAb
/
/
/
✓
CO 
CT 
DC c 
DE 
FLC
GA
HI
ID
IL
IN
IA
KSC
KY
LA
ME
/
/
/
/
/
✓
/
/
/
✓
/
/
/
MD
MA
MI /
MN /
MS
/
MO
MT
NV
NHC
NJ
✓
/
/
/
NMf
NY
NC
ND
OH
/
OK
OR /
PAd
RX ✓
SC
/
1/
/
/
/
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Table 4 (Continued). Historical Treatment of 
vation Expenditures3-
Customer Related Conser-
Have Been Never
Allowed Allowed
State in Rate Base in Rate Base
SD
TNe
/
TX /
UT /
VT /
VAf
WA /
WV /
WI /
WY /
Customer related conservation expenditures are defined as any costs in­
curred by utilities in helping customers improve the energy efficiency 
of their buildings and equipment.
bThese expenditures are handled by the state energy office, 
cThe commission is now looking at the treatment of these expenditures.
The commission hasn't yet addressed the issue of whether conservation 
expenditures should be allowed in the rate base.
£This question is not relevant for Tennessee, 
fNo answer.
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C ■ Percentage of CWIP Allowed in the Rate Base
Construction Work in Progress (.CWIP) is any work on utility plant 
which is in the process of construction but has not yet been placed into 
service. CWIP traditionally had not been allowed rate base treatment until 
completed. In recent years, however, a pattern toward increased inclusion 
of CWIP has developed.
State policies toward allowance of CWIP in the rate base were found 
to fall into four major categories:
1. No CWIP allowed.
2. Allowance of a small portion of CWIP (less than ten percent).
3. Allowance of CWIP in varying amounts on a case by case basis.
4. 100 percent allowed.
Table 5 lists the percentage of CWIP allowed in the rate base during 
construction. Results showed that 17 states allowed no CWIP (34 percent) 
and eight states (16 percent) allowed a small portion of CWIP. Amounts per­
mitted varied in 11 states (22 percent) since CWIP allowed was determined 
case by case. Fourteen states allowed all of CWIP (28 percent), Ohio was 
the only state which did not fall into any of these categories.
States allowing a small percentage of CWIP in the rate base permitted 
one of four or five loose categories of expenses. Two states said non-revenue 
producing CWIP was allowed; two said non-interest bearing items were permitted 
with AFUDC offset; one said production and transmission items, and one said 
renovations and construction. The combined number of states allowing no 
CWIP and a small percentage of CWIP in the rate base was 25, half.
Table 6 lists reasons mentioned for inclusion of CWIP in the rate base
-22-
table 5. Percentage 
Rate Base
of Construction Work 
During Construction
in Progress Allowed in the
A Small
Percent Amount
State None (Under 10%) Varies 100%
AL /
AK /
AZ /
ARa /
CA ✓
CO /
CT /
DC /
DE /
FL /
GA /
HI /
ID /
IL /
INb /
IA /
KS /
KY /
LA /
ME /
MD /
MA /
MI /
m /
MS /
MO /
MT /
NV /
NH ✓
NJ /
MM /
NYC /
NC /
NDa /
OHd /
OK /
OR /
PA ✓
Rl /
SC /
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Table 5 (Continued). Percentage of Construction Work in Progress Allowed
in the Rate Base During Construction.
A Small 
Percent Amount
State None (Under 10%) Varies 100%
SD
TN
/
/
TX
UT
VT /
/
VA
WA /
/
/
WV
/WI /WYe
CWIP to be in service within one year is allowed.
CWIP has been included very rarely.
Under extreme financial conditions more can be included.
dUp to 20% of CWIP allowed. Included projects must be 75 percent complete.
eCWIP that will be operational at a given date, usually the date of the 
hearing is allowed.
Table 6. Reasons for Inclusion of Construction Work in Progress in the 
Rate Base Before Project Completion
State Reason
AZ
CO
IL
KS
MS
NJ
NY
TX
WV
CWIP included to grant adequate cash flow.
Currently, PSC of Colorado is being allowed to earn on CWIP 
up to 40%. This allowance is one specific plant.
Contingent upon the demonstrated necessity for cash flow.
Only allowed if utility has a severe financial problem.
larger utility, 80-90% oil, more CWIP tends to be allowed; 
smaller utility, Miss. Power 80-90% coal, not as much 
allowed.
The level of CWIP depends on the nature of CWIP, the 
financial condition of the company, etc.
Under extreme financial hardship, e.g. cash flow problems, 
varied amounts allowed.
Percentage allowed is dependent upon how much is necessary 
to ensure a utility company's financial integrity. A 
specific procedure is followed to determine CWIP.
Primarily allowed where return on capital wouldn't 
generate enough cash flow.
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before project completion. Of the 11 states which permitted varying amounts 
of CWIP in the rate base, the financial health of the company was most fre­
quently cited as a factor affecting how much CWIP was allowed. Five out of 
ten states mentioned this. Size of the utility was reported as significant, 
smaller companies being allowed a greater portion of CWIP in their rate bases 
than large ones. Fuel use was also cited as a factor in decisions regarding 
allowance of CWIP.
Three states indicated that although CWIP had not traditionally been 
permitted in the rate base, recently some CWIP was allowed to be included.
Of the 14 states allowing 100 percent inclusion of CWIP, two allowed 
only CWIP which would be in service within 12 months (Table 5).
When CWIP is given rate base treatment before construction is completed 
Allowance for Funds Used During Construction is usually offset (see page 26 
for discussion of this term). This was specified by five commissions. In 
Kentucky AFUDC is offset "unless the utility requests otherwise,"
In Ohio, at the discretion of the commission, up to 20 percent of CWIP 
is allowed though included projects must be 75 percent complete.
Inclusion of CWIP in the rate base before construction is completed 
means that utilities are allowed to earn a return on their investments before 
they are in use. This provides funds for utilities i n tthe midst of construc­
tion programs.
The effect of utilities being permitted CWIP in the rate base on their 
ability to deal with pollution control expenditures is positive. Companies
receive a return on their investment sooner.
-26-
Eight of the 14 states allowing 100 percent of CWIP in the rate base 
before project completion were questioned regarding policies for rate base 
and tax depreciation. All of the six states which understood the question 
and provided clear answers regarding utility policy toward rate base de­
preciation said companies wait until a plant is "used and useful" for de­
preciation to begin (Table 7). All seven clearly responding as to policy 
toward tax depreciation followed this practice (Table 8).
D. Simple Versus Compound Accumulation of AFUDC and its Relationship 
to CWIP in the Rate Base
Allowance for Funds Used During Construction (AFUDC) represents the
amount credited for the cost of funds used in constructing a new plant and
11is based generally on expenditures to date on the project. It can be 
calculated as a flat rate multiplied by- accumulated annual construction ex­
penses with no adjustments allowed or it can be compounded in the same way 
banks compound savings so that AFUDC can be earned on AFUDC.
Table 9 shows that 31 states (62 percent) allowed compounding of AFUDC 
and 19 states (38 percent) used simple accumulation.
Relationships between states’ treatment of CWIP and their methods of 
accumulating AFUDC are illustrated in Table 10. Eleven states (22 percent) 
responding to this question permitted no CWIP in the rate base and allowed 
compounding. Seven additional states (14 percent) allowed a small amount of 
CWIP in the rate base and compounding. These 18 states totalled 36 percent. 
In all, seven states allowed a small amount or no CWIP in the rate base
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Table 7. Utility Policy Toward Rate Base Depreciation in States 
Allowing Construction Work in Progress in the Rate Base
State
Policy
Wait Until Plant Comes in
Service for Rate Base Depreciation Other/Comments
AL
AR
DE /
LA
KY
/
MD /
MI /
MN /
NC
ND
/
SC
TN
Depreciation is computed on CWIP
VA
WY
Offset AFUDC all the time plant 
under construction.
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Table 8. Utility Policy Toward Tax Depreciation in States Allowing 
Construction Work in Progress in the Rate Base
State
Policy
Wait Until Plant Conies in Service 
for Tax Depreciation Other/Comments
AL /
AR
DE /
KY
LA Not sure.
MD /
MI
MN /
NC /
ND
Varies. By and large, when plant 
in service.
SC /
TN
VA /
WY
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Table 9. Allowance for Funds Used During Construction Accumulation
Method Allowed a
State Compounding Simple State Compounding Simple
AL MO /
AK MT /
AZ / NV /
AR / NH /
/CA / NJC
CO / m /
CT / NY /
DC / NC /
DE / ND /
FL / OH /
GA / OK /
HI / OR /
ID / PA ✓
IL / RI, /
IN / scb /
IA / SD /
KS / TN /
KY / TX /
LAb / UT ✓
ME / VT /
/MD
MA
/
*/ WA
MI / WV /
MN / WI /
MS / WY /
Compounding of AFUDC is carried out in much the same way that banks compound 
savings. Simple accumulation is carried out using a flat rate multiplied by 
accumulated annual construction expenses with no adjustments allowed.
■ L
Method chosen by utilities varies but state allows compounding.
CA majority of utilities in this state follow the method indicated although 
one or more companies do not.
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Table 10. Policies Toward Allowance of Construction Work in
Progress in the Rate Base and Method of Accumulating 
Allowance for Funds Used During Construction
Amount of AFUDC Accumulation Method
CWIP Compound Simple
None CT MA
HI MO
ID MT
IN NV
IA NM
KS
ME
NH
OR
RI
SD
WI
Small Amount3 CA
DC
NY
OK
PA
VT
WA
AK
Varied Amount IL AZ
OH CO
TX PL
UT GA
MS
NJ
WV
100% AL MI
AR MN
DE TN
KY VA
LA
MD
NC
ND
SC
WY
A small amount means less than 10%
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during construction and simple accumulation of AFUDC.
Nine states (18 percent) allowed all of CWIP in the rate base during 
construction and compounding of AFUDC. Four states (eight percent) per­
mitted varying amounts of CWIP and allowed compounding. These 13 states 
totalled 26 percent. Five states (ten percent) allowed all of CWIP in the 
rate base and simple accumulation of AFUDC. Seven permitted varying amounts 
of CWIP and simple accumulation. These 12 states totalled 24 percent.
E. Rate Base Adjustment for Inflation
Inflation is one of several factors which utilities and state regula­
tory agencies view as contributing to attrition, the erosion of a company's 
potential earnings. Therefore, some public service commissions allow 
electric utilities to incorporate an inflation adjustment mechanism. These 
mechanisms are not necessarily explicitly associated with inflation 
rates.
Variations on three major methods are used to correct for inflation:
1. The overall return allowed can be increased. 2. A year end rate base 
can be utilized. 3, CWIP can be allowed in the rate base during con­
struction. Table 11 illustrates inflation adjustment mechanisms utilized 
by commissions.
When asked whether the rate base was adjusted for inflation, 40 states 
said no adjustment was made. Ten indicated that at least occasionally ad­
justments were permitted.
Louisiana indicated that company rate bases were adjusted to correct 
for inflation or that an attrition allowance was computed. Three addi­
tional states, Florida, Idaho and Maine, said attrition allowances had
-32-
Table 11. Rate Base Adjustment for Inflation
State Adjustment
CT
FL
ID
IL
IN
RY
LA
ME
NJ
NY
Not generally. Occasionally a prospective adjustment will 
be made if plant is expected to enter rate base.
Not directly. An attrition allowance, however, may be 
allowed which would serve this purpose.
Not generally. However, a .57% attrition allowance was 
allowed in the most recent rate case.
Fair value is the regulatory standard for ratemaking 
purposes in Illinois. The commission is obliged to 
consider reproduction cost new-depreciation or current 
value of plant and property together with original cost- 
depreciation and other pertinent factors in arriving at 
its fair value rate base.
No annual inflation factor. However, plant reassessed 
for present day value. Rate base adjusted on fair 
value basis.
Year end rate base can be adjusted for additions looking 
at what kind of income generated. Generally not adjusted.
In rate cases an attrition allowance is computed, if rate 
of return allowed wasn't enough. Rate base adjusted to 
cover inbalance.
No except in cases where an attrition allowance is computed.
New Jersey Board of Public Utilities uses test year end 
rate base, and permits filings based upon partial fore­
casted test year. This would be updated to actual prior 
to board decision.
The rate base in an historic test year presentation is not 
normally adjusted for inflation. However, in a forecast 
test year presentation most elements of rate base may in­
clude some measure of inflation since the starting point is 
historic information. The mechanics of an inflation al­
lowance, when applied, vary from case to case depending 
on each company's forecasting methodology.
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been permitted.
Two states, Kentucky and New Jersey, mentioned company utilization of 
year end rate bases. New Jersey and New York said that permitting fore­
casted test year presentations helped in correcting for inflation.
Both Illinois and Indiana indicated that companies in their states 
used a fair value rate base which increases the rate base by an inflation 
adjustment factor. However, the NARUC report lists several other states 
which use a fair value rate base. Answers provided may have differed in 
specificity due to the wording of this question,
F. Utilization of the Federal Energy Regulatory Commission 
Method in Calculating AFUDC
The Federal Energy Regulatory Commission (FERC) method of computing
AFUDC uses the after-tax cost of debt to arrive at the debt portion of AFUDC.
The after-tax cost of debt is the interest rate times one minus the corporate
12tax rate (Int X (1-Tax Rate)). The earlier alternative method of computing 
the debt portion of AFUDC uses the before-tax cost of debt, i.e. simply the 
interest rate. The FERC method gives a net of tax AFUDC rate; the alterna­
tive method, a gross AFUDC rate.
In response to this question, 35 state commissions said the FERC 
method was used by electric utilities in their state. No state reported 
regular use of the earlier gross AFUDC rate. Fifteen states said a varia­
tion on FERC or a method other than FERC was used. Table 12 lists non-FERC 
methods of calculating AFUDC. Of these, three states mentioned allowing use 
of the overall rate of return in calculating the AFUDC rate. Four commissions 
said a variation on the FERC method was utilized by at least some companies
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Table 12, Non-FERC Methods of Calculating Allowance for Funds Used 
During Construction3-
State Method
CO For book purposes the FERC method is used. For ratemaking 
all AFUDC is credited to income.
FL AFUDC is calculated using the following components on a 
period end basis: 1. long term debt. 2. common 
equity. 3. preferred stock. 4. customer deposits.
5. deferred taxes. 6. short term debt. Overall cost 
of capital determined from these components is the 
AFUDC rate.
LA AFUDC is normally computed using the overall cost of capital 
However, adjustments are made to assure that company can 
meet interest coverage requirements. Decide between net and 
gross of tax depending on what the company has been using. 
Net used more than gross.
ME The allowed rate of return is utilized.
MA The Department of Public Utilities has not yet issued policy 
on this question.
MI The FERC method had been used. The rate now used for 
large utilities is the overall authorized rate of return.
NV The FERC formula or the overall rate of return is used, 
whichever is lowest.
NH One utility uses net of AFUDC.
NJ This is determined case by case. After tax cost of capital 
is a key determining factor.
NY AFUDC is calculated similar to the FERC method and, in 
fact, some electric utilities have applied for and received 
permission to follow the FERC method.
NC The FERC method is not utilized. Cost free capital is 
not included in the capital structure.
SC The FERC method is used to establish the maximum rate, 
however, all companies don't use the maximum rate.
TX For interstate companies, AFUDC calculated using the 
FERC method. Certain intrastate utilities use some 
variation which yields a result less than permitted 
under FERC. The commission usually allows maximum 
flexibility in computing AFUDC, however, utilities 
aren't allowed more than FERC would give them.
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Table 12 (Continued). Non-FERC methods of Calculating Allowance for Funds
Used During Construction3
State Method
WA Two companies use FERC as a guideline but differentiate 
a bit taking slightly less than FERC. Puget Power 
uses FERC, then since CWIP is allowed in the rate base, 
reduce this 20%.
WI A 7% AFUDC rate is utilized.
aFERC - Federal Energy Regulatory Commission
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in their states. Nevada, Washington, and Texas said a rate somewhat lower 
than determined utilizing FERC was allowed. In Washington, one utility 
used FERC to compute the AFUDC rate, then since 20 percent of CWIP was 
allowed in the rate base, the company reduced this rate by 20 percent.
Louisiana computed AFUDC using the overall cost of capital. However, ad­
justment was made to assure that companies could meet interest coverage 
requirements. Decision is made between net and gross of tax depending on 
what the company has been using.
G. Time Sequence for Inclusion of AFUDC in the Rate Base
Table 13 describes exceptions to including AFUDC in the rate base upon 
project completion. When asked when AFUDC was allowed in the rate base, 34 
state commissions (68 percent) responded that AFUDC was included upon project 
completion. Sixteen commissions (32 percent) replied to the contrary. Of 
these 16, 11 said AFUDC was included during construction or when it was booked. 
Five said AFUDC was allowed upon project completion or when CWIP was allowed 
depending on whether and how much CWIP was allowed in the rate base.
H. Type of Depreciation and Average Service Lives Used to 
Depreciate Assets in the Rate Base
For book purposes straight line depreciation is generally used to 
depreciate assets in the rate base. Results showed this to be true. Forty- 
seven states responding to this question said that straight line depreciation 
was used.
The average service life is the expected life of an asset used for 
accounting purposes in the depreciation schedule for all items allowed in
the rate base.
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Table 13. Exceptions to Including Allowance for Funds Used During
Construction in Rate Base Upon Project Completion
State Time Sequence for Including AFUDC
AL AFUDC is computed on a monthly basis for book purposes,
the total balance being included in the rate base.
AK When not already allowed in rate base, upon project
completion.
AR AFUDC is allowed in the rate base when it is included in
CWIP that will be completed within 12 months after the 
test year. (Any AFUDC same way. Calculated from in­
ception of project until project goes on line.)
CO When it is booked.
FL AFUDC is allowed if it was accumulated in CWIP prior to
the test period when CWIP allowed. If CWIP not allowed - 
AFUDC allowed upon project completion.
GA When CWIP is allowed. In Georgia AFUDC is capitalized as
part of CWIP. When they allow CWIP they offset AFUDC by 
crediting it by related income in order to avoid a double 
return on money.
IL Usually, the AFUDC which is capitalized to a particular
plant item or product becomes a part of the rate base 
when its construction is completed and the item is cleared 
from CWIP to plant in service. The exception would be 
the inclusion of an increment of CWIP in the rate base 
which would include its related AFUDC.
LA Included in CWIP.
MI As it is computed (or booked). The utility does not have
to wait for project completion before including AFUDC.
MT During construction.
NJ AFUDC is allowed as part of CWIP during construction and
later transferred to plant in service upon completion of 
proj ect.
OH Always upon completion, may be included in CWIP.
OK During construction for the portion of CWIP allowed in
rate base.
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Tabic 13 (Continued). Exceptions to Including Allowance for Funds Used
During Construction in Rate Base Upon Project Completion
State Time Sequence for Including AFUDC
SC AFUDC is computed on CWIP and CWIP is considered a rate 
base component in rate cases along with plant in service 
and other previously mentioned items. Upon project 
completion AFUDC is discontinued when the plant is 
commercial.
TN During the time of construction.
VA As accrued on the books.. Most capitalized AFUDC based on 
FERC is accrued monthly while a unit is under construction. 
It is put into CWIP during construction and shows up in net 
income,
-39-
Several publications available list information equivalent to the
average service lives for major assets. A FERC publication, Electric Utility
13Depreciation Practices, includes this information through 1976. This 
data is, therefore, somewhat outdated. Another publication, A Survey of 
Depreciation Statistics, by the AGA Depreciation and EEI Accounting com­
mittees includes this data for about 75 percent of the class A and B elec- 
14trie utilities. This can not be used to determine average figures for 
states since major companies' assets are not included. The information 
gained through this questionnaire, although varying greatly in its detail 
and overall accuracy from state to state, represents the most complete 
compilation of this data currently available.
Table 14 lists average service lives used to depreciate utility assets. 
Results showed that for the 44 states answering this question average service 
lives for nuclear facilities ranged between 23-35 years; coal or steam pro­
duction plants 24-40 years; oil and gas baseload units 24-50 years; oil and 
gas peaking units 15-38 years; hydro units 32-100 years; transmission plants 
29-66 years; distribution plants 25-49 years; and other significant items 
(general plants) 10-56 years.
III. RATES OF RETURN
A. Rates of Return Allowed on Common Equity and the Rate Base 
Regulated electric utilities are allowed to earn a rate of return on 
common equity and their rate base. Rates of return are generally expressed 
as percentages.
Table 15 lists rates of return allowed on common equity and the rate base
-40-
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by state regulatory commissions. Recent rates of return granted on common 
equity varied between 10.0 and 18.0 percent. These were in Mississippi 
and Texas respectively. The mean low and high rates determined were 12.7% 
and 16.8%. Mean rates of return allowed on equity were evenly distributed 
among the three classes 13.0%-13.9%, 14.0%-14.9%, and 15.0%-15.9%. All 
but six states fit into these categories.
Overall rates of return allowed varied between 7.5% and 12.7%. Low 
returns were granted in Arizona and Indiana; high returns in Oregon. Nine­
teen states' mean overall rates of return fell between 10.0%-10.9%; nine 
between 11.0%-11.9%; and six between 9.0%-9.9%. This was all but four 
states.
B . How Rates of Return are Determined
State regulatory commission responses to this question varied greatly 
in their specificity. This was probably due to the open ended nature of 
the question. Some states made no distinction between the way in which re­
turns on common equity and the rate base were determined. Others discussed 
both in detail.
In general, in determining the allowed return on equity, commonly used 
methods are: discounted cash flow, earnings to price ratios, comparable
earnings, risk premium analysis and trend analysis. In arriving at the 
rate of return on the rate base the weighted average cost of capital is 
utilized including: common stock equity, short and long term debt, pre­
ferred stock equity, customer deposits, investment tax credits and deferred
taxes.
- 46-
C. Frequency of Revisions
Forty-seven regulatory commissions responding to this question said 
rates of return are adjusted every rate case.
IV. TAX TREATMENT
A. Investment:Tax Credit
1. Company Utilization of Additional Investment Tax Credits for 
Employee Stock Ownership Plans
The investment tax credit (ITC) provides a basic 10% tax credit for
qualified investment expenditures. Prior to 1981, an additional one percent
credit was allowed for stock contributed by an employer to an Employee
Stock Ownership Plan (ESOP). An additional 1/2 percent was possible if
employees matched the employer's additional 1/2 percent. Electric utilities
were, therefore, ordinarily entitled to a maximum 11.5 percent investment tax 
15credit.
Table 16 lists investment tax credit rates utilized by most utilities.
Thirty-five commissions (70 percent) said the II or 11.5 percent tax credit
X 0rates were utilized by most companies in their states. Thirteen com­
missions (26 percent) said the ten percent tax credit rate was used by most 
companies.
Table 17 lists the number of utilities per state claiming additional
ITCVs for ESOP. A total of 168 utilities were listed as claiming the 1 of
1.5 percent additional ITC’s available. This represents 82 percent of the
17class A and B privately owned electric utilities in the country. Three 
regulatory commissions, Alaska, West Virginia, and Mississippi, said no
-47-
aTable 16, Investment Tax Credit Rates Utilized by Most Utilities
State 10%
11 or 
11 1/2% State 10%
11 or 
11 1/2%
AL / MO /
/AK / MT
AZ / NV
/
/
AR / NH
CA /
/
NJ
CO NM
/CT / NY
DC / NC /
DE / ND /
FL / OH
/
/
GA / OK
HI / OR /
/ID / PA
IL / RI /
/IN / SC
IA / SD /
KS TN /
/KY / TX
LA / UT /
/ME / VT
MD / VA /
MA / WA /
MI / WV /
/MN / WI
MS / WY /
.
Blank spaces indicate question was not answered.
Table 17.
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Electric Utilities Claiming 1 or 1.5 Percent Additional 
Investment Tax Credit for Employee^Stock Ownership Plansa
Number Number Number
State of
Utilities
State of
Utilities
State of
Utilities
AL - KY 2 OH 7
AK 0 LA 4 OK 2
AZ 2 ME 4 OR 2
ARb 12 MD­ 5 PAC 11
CA 2 MA Or 4 RI 0
C0c 2 MIC 8 SC 3
CT 3 MN 5 SD 6
DC 1 MS 0 TN 0
de : 1 MO: 8 ' TX 11
FL 4 MT 3 UT 1
GA 2 NV 2 VT 3
HI 3 NH 1 VA -
ID 2 NJ -  ■ WA 2
ILb o j  8 NM - WV 0
IN 3 NY 4 WI 4
IAC 6 NC 2 WY 6
KS 4 ND 3
9,Slash marks indicate that this question was not answered.
It is assumed that this was answered including all regulated utilities 
in the state since the number given exceeded the number of class A and 
B electric utilities in the state listed in: D.O.E., EIA, Statistics;
of Privately Owned Electric Utilities in the United States - 1980. 
(Washington, D.C.: Energy Information Administration, 1981.)
cThis state answered either: "all major utilities," "most if not all"
or "a majority of utilities." Therefore, the number listed is the 
number of class A & B electric utilities in the state listed in the 
publication cited above.
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utilities in their states had ESOP.
Although 168 utilities have adopted an ESOP, whether or not a company 
is able to take advantage of the additional ITC in a specific year often 
depends on the financial health of the utility. Therefore, it cannot be 
assumed that the number of companies currently taking available tax credits 
is this high.
The Economic Recovery Tax Act of 1981 repeals the current ESOP investment
tax credit for property acquired after December 31, 1982 and this property-
based system is replaced by a payroll-based corporate income tax credit for
ESOP contributions after 1982, According to Price Waterhouse and Company,
"the credit, subject to certain limitations with respect to contributions
made on behalf of highly compensated individuals, is limited to 1/2 of 1
percent of compensation paid to employees under the plan for calendar years
1983 and 1984, and 3/4 of 1 percent of compensation paid in 1985 through
1987, at which time the credit expires. For many utilities the change from
a property to a payroll-based credit will result in a significant reduction
18in the amount of contributions paid into existing ESOPs."
Thus, although the large number of utilities participating in ESOP has 
a significant financial impact on the U.S. electric utility industry currently, 
this benefit to companies will soon decrease.
2. Normalization Versus Flow-Through Treatment of the 
Investment Tax Credit
As defined in the preceding section, the investment tax credit (ITC)
provides a credit generally equal to 10 percent of the cost of qualified
depreciable property purchased by businesses. 19
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The Revenue Act of 1971 provided three options to public utilities 
for treatment of the ITC: 1. rate base normalization, 2. ratable flow­
through or cost of service normalization, 3. immediate flow-through. 
Appendix B-l reproduces a Kiefer discussion.of the options.
Results pertaining to state treatment of the ITC are contained, in 
Table 18. According to findings, 43 states (86. percent) normalize 100 
percent of the ITC. Of these, 27 (54 percent) did not specify their norm­
alization method and 15 (30 percent) use cost of service normalization.
One said it uses rate base normalization.
In Washington, D.C., companies normalize six percent of the ITC and' 
flow-through four percent using cost of service normalization. Five states, 
Arizona, California, Nevada, Tennessee, and Washington, report having in­
dividual companies using the 100 percent flow-through option. A total of 
six utilities were named since the two major privately owned utilities in 
Nevada both use flow-through.
Five states mentioned having companies using varying accounting methods. 
Of states with utilities using flow-through, California said two companies 
use cost of service normalization with 6% normalized and 4% flowed-through; 
Arizona and Washington said utilities in their states normalize 100 percent, 
not specifying the method. In Connecticut, some companies use 6% normaliza­
tion, 4% flow-through cost of service normalization, while others normalize 
100 percent. In New York, all companies but one use the 6% normalization,
4% flow-through cost of service method. One utility normalizes 100 percent.
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B.: Accelerated Depreciation
1. Methods of Depreciation Permitted for Tax Purposes
Commission responses regarding methods of depreciation permitted for
tax purposes varied from the informal response, "any they can get away 
withl" to "any methods are approved which are allowed by the Internal 
Revenue Code." Nonetheless, the overall pattern was consistent. All answers 
indicated that accelerated methods of depreciation were allowed according 
to those permitted under the Internal Revenue Code (IRC).
Methods then allowed under the IRC are the straight-line method, and 
liberalized depreciation including the double declining balance and sum of 
the years’ digits method. (See the conclusion of the next section as it 
indicates applicable depreciation for post-1980 assets.)
2. Normalization Versus Flow-Through Treatment of Tax Deferrals 
from Accelerated Depreciation
The Economic Recovery Tax Act of 1981 introduced a major revision in the 
depreciation system used to recover the cost of original investment. This is 
known as the accelerated cost recovery system (ACRS), and specifies manda­
tory tax lives and depreciation percentages.
Prior to 1981, the Asset Depreciation Range (ADR) system is applicable.
Both systems can be generally categorized as "accelerated depreciation": 
they permit, for tax purposes, full depreciation before useful life ends, and 
more rapid depreciation in early years than occurs under normal straight 
line depreciation.^
However, both the ACRS and ADR systems create tax deferrals. Results
-55-
pertaining to state treatment of tax deferrals from accelerated depreciation 
are contained in Table 19. Findings showed that 35 states (70 percent) 
fully normalized the tax deferrals from accelerated depreciation prior to 
the Economic Recovery Tax Act of 1981. Eight states' treatment were split, 
with some companies permitting full normalization and others using alterna­
tive methods. A total of 43 states (86 percent) allowed companies to fully 
normalize tax deferrals.
In the eight states which did not allow full normalization, other 
methods were utilized, Arkansas normalizes the tax savings due to the dif­
ference between actual tax depreciation and straight line depreciation using 
the tax life (this amounts to about 60 percent of the tax savings). Illinois 
allows utilities to normalize the difference between tax and book lives.
In New York, the difference on a straight line basis between book lives and 
ADR lives is normalized and the tax effects related to liberalized deprecia­
tion are flowed-through. North Carolina allows normalization of differences 
due to accelerated rates.
Three states allow utilities to flow-through tax deferrals from accel­
erated depreciation: California, Tennessee, and Vermont.
The Economic Recovery Tax Act of 1981 applies to utility investments
after 1980 and contains two provisions related to depreciation practices
which affect electric utilities. First, it shortens the "recovery" periods
for depreciable assets to 3, 5, 10, and 15 years. Second, in order for
companies to utilize these benefits, it requires that all tax deferrals from
22accelerated depreciation by fully normalized.
When asked how they planned to treat tax benefits available under the
-56-
Table 19. Normalization Versus Flow-Through Treatment of Tax Deferrals 
from Accelerated Depreciation3
State Amount Normalized Amount Flowed-Through
AL All
AK All
AZ Difference from accelerated to 
straight line - 80% normalized 
20% flowed-through - 1 company; 
All - 2 companies.
AR Difference between actual tax 
depreciation and straight line 
depreciation using tax life - 
about 60% of the depreciation 
benefit.
CA All
CO All
CT All - major utilities.
DC All
DE All
FL All
GA All
HI All
ID All - 2 companies. All - 1 company.
IL Difference between tax and book 
lives.
IN All
IA All - 4 companies. Difference between straight line
tax life and straight line, 
life - 2 companies.
book
KS All
KY All
LA All
ME All - 1 company. Difference 
between ADR and book lives - 
2 companies.
MD All
MA All
MI All
MN All
MS All
MO All
MT All
N.V All - 1 company.
NH All
NJ All - major utilities.
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Table 19 (Continued). Normalization Versus Flow-Through Treatment of Tax
Deferrals from Accelerated Depreciation3-
State Amount Normalized Amount Flowed-Through
NM
NY
NC
ND
OH
All
Difference on a straight line 
basis between book lives and 
ADR lives.
Differences due to accelerated 
rates - 1 company. All - 
3 companies.
All
All
Tax effects related to 
liberalized depreciation.
OK All
OR Difference between ADR and book 
lives - 1 company. Answer 
unclear - 1 company.
PA All
RI All
SC All - 2 companies. Difference 
between tax straight line and
tax accelerated - 1 company.
SD All
TN All
TX All
UT All - 1 company. Difference 
between tax depreciation and 
ADR lives - 60% of benefits - 
1 company.
VT All. 1 utility under another 
jurisdiction differs.
VA All - major utilities.
WA All - 1 company. Difference 
between ADR + book lives - 
1 company.
WV All - major utilities.
WI All
WY All
information presented represents accounting methods applying to assets new 
prior to the Economic Recovery Tax Act of 1981,
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Economic Recovery Tax Act of 1981, all states responded that at least for 
the time being they would fully normalize benefits as stipulated. Many of 
the states questioned had not seriously considered the new law since con­
versations regarding this issue took place between July and October 1981, 
very close to the time the law was passed.
C. State Taxation
1 . Types of Taxation and Tax Rates Levied on Electric Utilities
Some states reported every tax imposed on utilities, while others 
included only major taxes. A number of commissions included municipal 
and county taxes.
Table 20 lists the four major types of taxation imposed on electric 
utilities according to the tax bas e. These bases are * gross receipts, state 
sales, local sales, and income. Franchise and other taxes have been cate­
gorized as miscellaneous. Because property tax rates vary greatly within 
individual states, the commissions were not able to report useful state 
data for the questionnaire.
A gross receipts tax, generally based on gross revenues, is imposed in 
36 states. The maximum rate is 7 percent in New Jersey.
A sales tax, based generally on total revenues from electricity sales, 
is imposed on the state level in 25 states. Rates vary from three percent 
in several states to six percent in Rhode Island. Local sales taxes were 
listed by six states. These varied from 3/8 of 1 percent in some areas of 
Missouri to 3 percent in Juneau, Alaska,
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State and local franchise taxes are imposed in 15 states with bases 
varying.
2. Variations in State Income Tax Rates *V.
In addition to the Federal Corporate Income Tax, many states impose a 
corporate Income tax on electric utilities. Several states also impose a 
franchise tax and other taxes based on income. The base of these taxes is 
generally taxable income. Table 21 lists state income tax rates. Results 
show that a total of 39 states impose an income tax on electric utilities 
while 11 do not. Three of these states have a franchise tax and one has 
an excise tax.
Tax rates range between two and twelve percent. The largest numbers 
of states’ taxes fall in the range of 6 .0-6 .9 percent of taxable income 
(Figure 3). This includes 13 states.
V. RATE CASE DURATION, FUEL ADJUSTMENT AND PROCUREMENT, NUCLEAR PLANT 
DECOMMISSIONING, REGULATION OF PUBLIC UTILITIES
A. Average Number of Months Necessary for Rate Decisions 
The length of time from the date that a utility files a proposed rate 
revision to the date that a state regulatory commission issues a formal response 
varies greatly between states. Results showed that time required for rate 
decisions ranged from an average of 4.5 months in Texas to 21 months in 
Vermont (Table 22). The mean number of months necessary was 8.5. Twenty 
states indicated that a statutory deadline existed for such decisions.
Wisconsin was the only state which said there was no requirement for the 
length of time which might be involved in a decision.
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Table 21. clState Income Tax Rates for Electric Utilities (percent)
State Rate State Rate
AL 5.0 MO 5.0
AK 9.4 MT 6.75
A2 10.5 NV
AR 6 . 0 NH 9.0b
CA 9.6b NJ -
CO 5.0 NM 6 . 0
CT 1 0 . 0 NY 3.0C
DC 9.9b NC 6 . 0
DE 8.7 ND 7.0
FL 5.0 OH -
GA 6 . 0 OK 4.0
HI 6.435 OR 7.5
ID 6.5 PA 10.5
IL 4.0 RI -
IN 3.0 SC 6 . 0
IA 1 0 . 0 SD -
KS 6.75 TN 6 .0 C
KY 6 . 0 TX -
LA 8 . 0 UT 2 . 0
ME 6.93 VT 7.5
MD - VA -
MA 6.5 WA -
MI 2.35 NV 6 . 0
MN 1 2 , 0 WI 7.9
MS 4.0 WY
aAll variations, qualifications, exclusions, deductions, and initial rates 
have been omitted. Marginal tax rates shown in this table are applicable 
to most class A utilities.
Slash marks denote states with no income tax or with no such tax on 
electric utilities.
Taxes are categorized according to their base, net income, and not by their 
title. New York was the only state which listed its tax as based on gross 
income. Taxes listed, unless otherwise specified, are state corporate in­
come taxes.
This is a state franchise tax, 
cThis is an excise tax.
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aTable 22 . Average Number of Months Necessary for Rate Decisions
State Month State Month
AL 6 MO 11
AK 6.5 MT 8.'
AZ 6 NV 6
AR 10 NH 6
CA 12 NJ 8
CO 10 NM 6.'
CT 5 NY 11
DC 16 NC 7
DE 7 ND 8
FL 8 OH 9
GA 6 OK 8..
HI 9 OR 6
ID 5 PA 9
IL 11 RI 8
IN 6 SC 12
IA 12 SD 6
KS 8 TN 6
KY 10 TX 4.
LA 12 UT 8
ME 9 VT 21
MD 7 VA 5
MA 6 WA 5
MI 9 WV 10
MN 12 WI 8.
MS 6 WY 10
For states where, a legal maximum time period was listed this has been assumed 
average. When time periods have been differentiated between large and 
small utilities, the average for the large companies is utilized.
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The fuel price adjustment clause is any mechanism which allows an elec­
tric utility to adjust its charges above or below the base amount included in
its rates, based on changes in costs of fuel for generation of electricity,
23purchased power, or purchased gas. An automatic fuel price adjustment clause .
differs in that it allows for increases or decreases or both in energy costs
24incurred by a utility without prior hearing.
Adjustments for fuel price changes are made, according to commission 
guidelines or statutes: monthly, quarterly, three times per year, and bi­
annual ly. This occurs both in states with automatic adjustment and in states 
without.
Three basic processes are used for adjustment: electric utilities can
be allowed automatic adjustment for changes with no hearings required; they can b 
required to file a notification or report with commissions with no hearings neces 
sary; or hearings can be mandatory for any changes in the fuel adjustment factor.
The facilitation of fuel cost recovery is one of the major aspects of 
fuel adjustment clauses. However, this is difficult to determine without 
comprehensive knowledge of state policy in this area. For example, the stip­
ulation that a utility must file a notification or request with the state 
commission can serve merely as a technicality or may cause a company's rate 
change request to be subjected to a rigorous review process. Therefore, it 
is important that information presented in the following table be carefully 
scrutinized before any conclusions are drawn,
Table 23 lists policies toward use of fuel price adjustment clauses. 
Questionnaire results showed that 30 states allow automatic adjustment for 
fuel price changes. Eleven of these require utilities to file with commissions
B. Policies Toward Fuel Price Adjustment Clauses
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Table 23. Policies Toward Use of Fuel Price Adjustment Clausesa
Adjustment Frequency Frequency
State Automatic of of Other Provisions
Yes No Adjustment Hearings
AL / Quarterly Same0
AK / Irregular Same Must file with commission
AZ / Triggered
by
. 1  percent 
change in 
fuel costs
Irregular Clause reviewed annually
AR / Monthly
CA / Quarterly Must file with commission
CO / Monthly Quarterly File with commission
CT / Monthly Formal hearings for 
specific items — as 
necessary
DC / Monthly Recalculated annually
DE / Monthly Recalculated annually
FL / Monthly Biannually
GA / Quarterly Same Recalculated annually
HI / Irregular Same
ID / Surcharges allowed upon 
application with 
commission
IL / Irregular Annually File with commission
IN / Quarterly Same
IA / Monthly
Must file with commissionKS / Monthly
KY / Monthly Biannually & 
biennially
Must file with commission
LA / Monthly ^
Recalculated annuallyME / Quarterly Same
MD / Monthly^ ^ Received biannually
MA / Quarterly Same
MI / Monthly Same Recalculated annually for 
over and under recovery
MN / Monthly Recalculated annually^
MS / Monthly Continuous Monitoring of 
Expenses by PSC
MO -jBiannually
No adjustment clause
MT / Same File with commission 
opposite quarters
NV / Biannuallye Same Deferred energy
accounting utilized
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Table 23 (continued). Policies Toward Use of Fuel Price Adjustment Clausesa
Adjustment 
State Automatic 3^ 
Yes No
Frequency
of
Adj ustment
Frequency
of Other Provisions
Hearings
NH / Quarterly Same
and monthly
NJ / Irregular Same Recalculated annually
NM / Monthly
NY / Monthly File with commission
NC / 3 times/ Same
year
ND / Biannually Recalculated biennially
OH / Biannually Same
OK / Monthly File with commission
OR / Quarterly^ File with commission
PA / Annually1 File with commission
RI / Quarterly
SC / Biannually Same
SD /
TN No adjustment clause
TX / Monthly
UT / Balancing account used
VT No adjustment clause for
large utilities^
VA / Biannually Same
WA No adjustment clause
WV / Biannually Same
WI / Monthly Annually
WY / Quarterly File with commission
Monthly
aThe fuel price adjustment clause as defined by the Oklahoma Corporation 
Commission is "any mechanism which allows a public utility to automatically 
adjust its charges above or below the base amount included in its rates, 
based on charges above or below the base amount included in its rates, 
based on changes in costs of fuel for generation of electricity, purchased 
power or purchased gas." This is from Oklahoma Statute Title 17 S 250.
Blank spaces indicate information not provided or which was unclear to the 
author.
Practices generally applicable for retail electric operations to fuel costs 
of power generated by utilities.
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Table 23 (continued). Policies Toward Use of Fuel Price Adjustment Clausescl *1
bAutomatic adjustment refers to provisions in a rate schedule which provide 
for increases or decreases or both without prior hearing in energy costs 
incurred by an electric utility. This definition is from North Dakota 
Public Service Commission, "Automatic Adjustment Clauses."
CHearings are not necessarily required for all quarterly adjustments. They 
are held quarterly at a maximum.
As needed as a result of increased or decreased fuel costs.
At maximum.
^Reviewed and almost always changed.
^At a minimum. As much as a five percent per month increase is possible 
without the permission of the commission.
^If a ten percent over recovery occurs hearings are required for interim 
adjustment. Such hearings also can be necessary for under recovery.
1At minimum.
~*One utility follows this practice.
It tFuel adjustment policies in Vermont vary by utility. Some companies can 
adjust monthly, others quarterly upon filing with the state commission. The 
large utilities are not allowed fuel price adjustment clauses.
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before making adjustments. Sixteen states do not permit automatic adjust­
ment and require companies to undergo hearings in order to make adjustments 
for fuel price changes.
Of the states allowing automatic adjustment, 18 permit adjustment 
monthly; one, North Carolina, allows adjustment three times per year; three 
permit alterations quarterly; and one, North Dakota, allows adjustment 
biannually. Arizona's adjustment is apparently triggered by a 1 mill/kWh change 
in fuel costs. Pennsylvania and Alaska allow alterations due to fuel price 
changes as necessary.
Of states mandating hearings in order for changes to be implemented, 
six states require these biannually; five commissions quarterly; and three 
states monthly. One state, New Jersey, holds hearings Irregularly as adjust­
ments are made.
Three states, Washington, Tennessee and Missouri, have no adjustment 
clauses. Vermont only allows its small and medium size utilities such clauses 
and does not permit large companies to use them. In Missouri, according to 
a commission staff person, utilities can file for interim rate relief if 
absolutely necessary but this is very infrequently done. Tennessee of course 
has no privately owned generating capacity.
C . Policies Toward Inclusion of Fuel Procurement Investments 
in the Rate Base
Fuel procurement investments are defined as direct investments by util­
ities in coal mines, natural gas fields, nuclear fuel facilities, or any other 
fuel obtainment related operations. Such investments are made by companies 
for several reasons, one being to obtain fuel below market prices. For
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accounting purposes, fuel procurement investments are generally included as 
part of the cost of fuel or allowed in the rate base.
Table 24 lists state regulatory policies toward fuel procurement invest­
ments. When asked whether these investments were allowed in the rate base, 
eight states (16 percent) answered "yes." Six commissions (12 percent) said 
such ventures were included on a case by case basis. Six states indicated 
that 1 investments were allowed on exception. Fourteen regulatory commissions 
(28 percent) said these were not permitted in the rate base. Twelve states 
(24 percent) said they had no such schemes.
D. Privately Owned Nuclear Power Plant Decommissioning Accounting 
Practices
The URGE questionnaire attempted to obtain detailed information on 
decommissioning accounting practices for the 58 privately owned, presently 
operable reactors. 25 Data were collected on: (1) accounting methods; (2) the 
estimated cost of decommissioning; (3) funds accrued to date; (4) cost of 
original investment; (5) number of units; (6 ) power ratings; and (7) median 
year of expected decommissioning. This information is summarized by state 
and contained in Table 25.
Privately owned nuclear power plants exist in 24 states. Nuclear 
construction programs have been most ambitious in Illinois (six reactors), 
and in Pennsylvania, South Carolina and Virginia (four reactors). A number 
of states, however, still have only one plant.
Total state power ratings vary from 343 MWe in Colorado to 5508 in 
Illinois. Privately owned plants total 45,643 MWe of capacity.
The median year of expected decommissioning varies from 2002 to 2016.
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Specifically, a total of 35 reactors are expected to come to term and require
decommissioning between. 2005 and 2009. In ten years between 2003 and 2012,
, 2651 reactors will need to be decommissioned.
Two major decommissioning accounting alternatives are utilized by 
companies, the "unsegregated depreciation reserve" (UDR) and the external 
sinking fund" (ESF) . These methods are described in footnote 5, Appendix B-2-. 
According to Wood, the external sinking fund method has a much greater 
chance of assuring the availability of funds for decommissioning than the 
unsegregated reserve.^
Plants in 19 states (79 percent of states with privately owned reactors) 
use unsegregated depreciation reserve accounting. Plants in three states 
(Colorado, Massachusetts, and Pennsylvania) have external sinking funds,
Four states have plants for which no accounting method has been chosen.
Individually, 48 plants (83 percent of these plants) use UDR accounting, 
five (9 percent) have ESF's; and five have no established accounting methods.
Cost of original investment as of 1978 varied by state between $4.5 
million and $1 . 4  billion depending on the number, size, and age of plants.
The 1978 total cost of investment for 53 plants was $14.6 billion. For 
states with privately owned reactors, this is an average of $610 million.
The total 1981 estimated cost of decommissioning varies greatly 
between states. Values range from $8.5 million in Oregon to $370 million 
in Illinois. The total estimated cost of decommissioning all privately 
owned reactors is $3.4 billion (1981 $). This is an average of $140 million
per state and $58 million per plant.
Funds accrued to date range from none in Iowa, Maine, and Vermont to
78-
$22.1 million in Florida. It is difficult to determine any total figure 
for funds accrued to date since a number of utilities themselves are unsure 
of the exact amount. From information provided, total funds accrued to date 
for all 58 plants fall between an estimated $170-190 million ($ 1981).
State ratios of the total 1981 estimated cost of decommissioning to the 
1978 original cost of investment show considerable variation. Values range 
from estimated decommissioning costs of 1 . 8  percent of the cost of orginal 
investments in Oregon to 52.9 percent of the cost in South Carolina. The 
average state ratio is 24.4 percent. (Such ratios, of course, must be kept 
in perspective as being significantly increased by the use of 1978 investment 
values. Both inflation and added expenses due to plant completions, and 
equipment additions and improvements to existing plants may have increased 
plant costs above 1978 values, thus lowering these ratios. Of course, 
estimated decommissioning costs have also increased markedly since 1978.)
Nuclear plant decommissioning cost estimates show considerable variabil­
ity. The Battelle Pressurized Water Reactor Study estimated the 1978 cost
29of decommissioning a 1175 MW plant at $42 million. The California
Energy Commission has assumed decommissioning costs at ten percent of the
30cost of construction. Skinner, studying the Elk River and Sodium-Reactor
Experiment decommissionings, estimated decommissioning costs at 24 percent
31of the investment cost. Finally, Chapman has asserted that the cost of
decommissioning for damaged reactors with serious contamination problems
32could be as high as 100 percent of a plant’s original cost.
If the estimated decommissioning costs in Table 25 should be experienced 
at the dates indicated, then the financial impact upon states and utilities
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will be minimal. However, if the costs are much higher, and are experienced 
earlier, the financial impact would become significant* Although this is 
usually viewed as unlikely, it must be recognized that such a development 
would severely limit the ability of certain states and utilities to finance 
major new air pollution control programs.
E. Regulation of Publicly Owned Electric Utilities by State Regulatory 
Commissions
State regulatory agencies were generally unable to provide exact figures 
for the percentage of publicly owned electricity produced in their states. 
Several regulatory agencies referred the author to their state energy offices 
for this information. It is likely that such data does not fall within the 
jurisdiction of regulatory commissions. This information as derived from the 
Edison Electric Institute (EEI) Yearbook 1980 is contained in Table 26.
A total of 22.0 percent of U.S. electricity is produced by publicly 
owned utilities. 3 3 Five states have greater than 75 percent and 26 states 
have less than ten percent of their electricity produced by these utilities.
Table 27 describes regulatory commission responsibility for publicly 
owned utilities. Twenty six state commissions (52 percent) indicated no 
such responsibility. Twenty commissions (40 percent) indicated that they 
had at least some regulatory authority over publicly owned utilities.
Four commissions named municipals as utilities which they regulated; 
seven cited R.E.A. Co-ops. Twelve state commissions did not specify which 
utilities they had authority over*
Appendix C provides two sources of state comparative data on private 
and public utilities.
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Table 26. Publicly Owned Electricity Generation by State 1980^
(percent)
State Generation State Generation
Ah 50.0 MO 26.7
AK 97.2 MT 32.4
AZ 81.9 NV 16.4
AR 1 2 . 0 NH -
CA 26.9 NJ 1 . 0
CO 44.9 NM 2.3
CT .2 NY 30.8
DC - NC 1.9
DE 7.5 ND 96.3
F h 14.5 OH 1 . 0
GA 3.4 OK 10.4
HI - OR 63.3
ID 29.8 PA -
IL 3.2 RI . 1
IN 3.4 SC 20.9
IA 6.5 SD 67.0
KS 15.4 TN 98.6
KY 59.8 TX 12.3
LA 9.5 UT 4.7
ME .2 VT 3.4
MD .3 VA 1.7
MA 1.5 WA 87.5
MI 6 . 0 WV -
MN 4.1 WI 1 2 . 0
MS 1 2 . 1 WY 5.0
3-These results are preliminary for 1980. Slash marks denote states with 
less than . 1 percent publicly owned generation.
Source: EEI Statistical Year Book of the Electric Utility Industry 1980
(Washington, D.C.: Edison Electric Institute. 1980): 24-25,
Tables 15 and 16.
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Table 27. Regulatory Commission Responsibility for Publicly Owned 
Electric Utilities3-
No
State Responsibility
Regulatory Responsibility
Municipals R.E.A. Coops Other (unspecified)
AL /
AK / /
AZ /
AR /
CA /
CO /
CT /
DC /
DE /
FL
GA /
HI /
ID /
ILb /
IN / /
IA / /
KS /
KY /
LA /
ME /
MD /
MA /
MI /
MN /
MS
MO /
MT /
NV /
NH /
NJ /
NM
NY /
NC /
ND /
OH /
Table 27 (continued). Regulatory Commission Responsibility for Publicly
Owned Electric Utilities3-
State
No
Responsibility
Regulatory Responsibility
Municipals R.E.A. Coops Other (unspecified)
OK /
OR
PA /
R1 /
SC V
SD V
TN /
TX /
UT /
VT /
VA /
WA /
WV /
WI /
WY /
ciCheck marks indicate that some or all electric utilities in these 
categories are regulated. Blank spaces indicate that this question was not 
answered. No distinction has been made between power buying and power 
generating utilities.
Illinois regulates service area boundaries, not financial accounting or 
rates.
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F. Financial Regulations Overlooked by the Questionnaire
Forty three commissions responded that no significant financial regulations 
had been overlooked. Table 28 describes answers provided by the remaining 
seven states.
Seven state commissions (14 percent) listed regulations or areas which the 
questionnaire missed. Four states mentioned information regarding securities 
approval or issuing stocks and bonds; Nevada cited new regulations related to 
the State Consumer Advocate Office; Oklahoma mentioned state regulatory approval 
of actions by utility affiliates; and Georgia discussed utilization of the 
projected test year in rate cases and utilities providing refunds to customers 
when necessary.
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Table 284 Major Final Regulations Not Dealt with in Questionnaire
State Financial Regulations not Mentioned
GA Senate Bill 29 - Must use projected test year in rate
cases for electric utilities. When electric plant is 
sold, company must refund to customers their amounts 
contributed.
ME Long term debt has to be approved by commission.
NV New regulations pending before the Nevada legislature.
Consumer Advocate office to work on utility rates.
jjH All financings require approval by the PUC with the
exception of short term borrowings up to 10 percent 
of the net asset value.
NJ Issuing bonds, common stock, leasing property.
OK State regulatory commission must approve electric
utility (only) securities issues.
WI Affiliate interests - approval of any actions if they
provide services to the parent.
-85-
APPENDICES
APPENDIX A
URGE State Regulatory Policy Questionnaire
Rate Base
A. What items may be included in the rate base (RB) other than direct 
investment and AEUDC?
B. Can pollution control and conservation expenditures be included in 
the RB? Please distinguish between customer related and company 
conservation expenditures.
C. What percentage, if any, of CWIP is allowed in the RB?
D. For book purposes (not tax), what type of depreciation (i.e., SL, 
DDB, SYD) and asset lives are used to depreciate various assets 
in the RB?
1. nuclear plants
2. coal plants
3. oil and gas units
4. hydro
5. transmission and distribution equipment
6. other significant parts of the RB
E. Is the RB adjusted for inflation? If yes, how is the adjustment 
made?
F. Is AFUDC calculated by the FERC method? If not., how is it 
calculated?
G. When is AFUDC allowed in the RB? Upon project completion?
H. Can AFUDC be earned on accumulated AFUDC which is not in the RB?
Rates of Return
A, What rates of return are allowed on: 1) common equity; 2) the rate
base?
1. How are these numbers determined?
2. How often are they revised?
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III. Tax Treatment
A. Investment Tax Credit (ITC)
1. What ITC rate is used by most utilities in the state? (i.e.
10%, 11%, or 11-1/2%.)
2. What percentage of the ITC is normalized, flowed-through?
Please describe in detail your method of normalization.
3. How many utilities in your state claim the additional 1-1/2%
ITC for employee stock ownership plans?
B. Accelerated Depreciation
1. Which method(s) of depreciation are permitted for tax purposes?
2. What percentage of tax deferrals from accelerated depreciation 
are normalized and what percentage are flowed-through?
a. Please distinguish between deferrals from accelerated 
depreciation and deferrals from the asset depreciation 
range differing from an investment’s actual expected life.
b . Please describe in detail your method of normalization, if 
different from that applied to the ITC.
C. State Taxation
1. What types of taxation (corporate income, gross receipts, sales, 
property, etc.) does the state levy on electric utilities?
Please list types of taxation and tax rates.
2. If your state has a corporate income tax, how does it differ 
from the federal corporate income tax?
IV. Miscellaneous
A. Does your state have an automatic fuel price adjustment clause?
If so, please describe it.
B. Are companies who operate nuclear power plants required to 
contribute to an account which will be used to decommission these 
plants? Please describe the required contributions.
C. How many months on an average does it take to make a decision on 
requested rate increases?
D. How are fuel procurement investments treated? By fuel procurement 
investment, I mean direct investment in coal mines, natural gas 
fields, nuclear fuel facilities, etc.
E. What percentage of electric power in your state is produced by non­
investor owned utilities? Do you regulate these utilities directly?
F. Are there any significant state financial regulations that I have 
not mentioned?
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APPENDIX B-l
Options for Treatment of the Investment Tax Credit
This discussion is taken directly from: Donald W. Kiefer, Accelerated
Depreciation and the Investment Tax Credit in the Public Utility Industry:
A Background Analysis (Columbus, OH: Ohio State Univ., 1979) p. 3.
"The first option - which the statute labels the "general rule" but 
which might more descriptively be named "rate base normalization: permits 
(but does not require) a reduction in the utility's rate base to reflect the 
investment tax credit (or a portion thereof) so long as the amount of the 
reduction is restored to the rate base not less than ratably over the useful 
life of the asset for book purposes. Under this option, any adjustment to 
the utility’s cost of service for ratemaking purposes, including an adjust­
ment which would result from reducing the depreciable basis of assets by 
the amount of the credit, is expressly prohibited.
The second option called "ratable flow-through" or "cost of service 
normalization" permits a ratable reduction in the utility1s cost of service 
for ratemaking purposes but prohibits any adjustment to the utility’s rate 
base. The prohibited adjustments include any accounting treatment of the 
credit which would affect the utility's permitted profit on investment.
Under these options if a regulatory agency requires a greater 
adjustment in the rate base or the cost of service than is permitted, then 
the investment tax credit is to be disallowed with regard to the affected 
property.
Under the third option, which the statute appropriately terms 
"immediate flow-through", the entire amount of the investment tax credit 
may be flowed-through immediately to rates by an equivalent reduction in 
the Federal income tax element of the utility's cost of service. However, 
this option could be.elected only by a utility which uses accelerated 
depreciation and flow-through accounting for its post-1969 property, and 
the election was supposed to be made without regard to the requirements 
of any regulatory agency."
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APPENDIX B-2
Footnotes for Table 25: Decommissioning Accounting 
Data for Privately Owned Nuclear Power Plants
1 Information provided in this table unless indicated represents state
totals for practices current in December 1981. It does not include data for 
publicly owned, decommissioned or inoperable reactors. Information has been 
compiled from data collected for individual reactors. Those interested can 
obtain reactor-specific data from: Sally Hindman, c/o Duane Chapman, 212 
Warren Hall, Cornell University, Ithaca, New York, 14853. Unobtainable in­
formation is indicated by "--
2 The following reactors are presently inoperable or have been decommis­
sioned: CA - Humboldt Bay 3; IL - Dresden 1; HI - Fermi 1; NY - Indian Point 1 
PA — Peach Bottom 1, Three Mile Island 1, Three Mile Island 2; SD — Pathfinder 
Commercial reactors with power ratings under 50 electrical megawatts have been 
omitted.
3 Power ratings are in electrical megawatts.
4 This has been calculated using an average service life of 35 years from 
the plant start-up date. It does not take into consideration factors which 
might affect the shutdown date such as accidents, faulty technology or exten­
sions in estimated average service lives. It assumes that sister reactors 
will undergo "double" or simultaneous decommissioning due to economies of 
scale associated with this practice.
5 UDR = Unsegregated Depreciation Reserve. This is also referred to as an 
unfunded reserve. It is an accounting procedure generally using negative net 
salvage value depreciation, which allows estimated decommissioning costs to 
be accumulated over the life of the facility, ESF = External Sinking Fund. 
This reserve requires a prescribed amount of funds to be set aside annually 
in some manner such that the fund, plus any accumulated interest would be 
sufficient to pay for costs at the estimated time of decommissioning. The 
fund could be invested in high-grade corporate securities, in state or muni­
cipal tax-free securities, in federal debt obligations, or other assets.
The fund would be administered separately from the utility’s assets. Source 
of definitions: R.S. Wood, Assuring the Availability of Funds for Decommis­
sioning Nuclear Facilities (Washington, D.C.: U.S. Nuclear Regulatory Commis­
sion, October 1980) pp, 9-13.
6 Cost of investment includes: land and land rights, structures and im­
provements , and equipment through December 1978. The source is: U.S. Depart­
ment of Energy, Energy Information Administration, Steam Electric Plant Con­
struction Cost and Annual Product ion Expenses - 1978 (Washington, D.C.. U.S.
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DOE/EIA, 1980). Plants for which this information has not been provided were 
incomplete or nonexistent at the time the data were gathered. Values have 
been rounded to ^/10 of 1 million dollars.
7 Values listed in pre-1981 dollars have been converted to 1981 dollars 
using a multiplier based on the Consumer Price Index (All Items). Numbers 
in post-1981 dollars were adjusted using a multiplier based on a constant 
seven percent inflation rate. The source of Consumer Price Indices was:
James E. Carter, Economic Report of the President (Washington, D.C. : U.S. 
Government Printing Office, January 1981) p. 289.
8 No funds were being accrued for Maine Yankee’s wholesale plant operations 
as of November 1981. Wholesale power exports comprise a major portion of the 
company's sales. Funds are currently unsegregated, but, according to plant 
officials, a segregated trust fund is scheduled for use pending FERC approval 
of decommissioning plans.
9 Pilgrim 1 has no accounting system for decommissioning funds. Yankee 
Rowe has an external sinking fund.
10 Donald C, Cook has no established accounting system for decommissioning 
funds. Decommissioning practices were to be determined in a rate case pend­
ing as of March 1982. Both Big Rock Point 1 and Palisades 1 have "unsegregated 
depreciation reserves."
11 Funds for Trojan 1 are segregated internally by Portland General Electric 
through use of an "internal sinking fund." Other utilities may also use this 
accrual method but have not indicated this specifically. Use of an internal 
sinking fund does not significantly affect the long-term protection or avail­
ability of funds for decommissioning as found with other unsegregated reserves. 
Footnote 5 describes the two major accounting methods.
12 Ohio Edison, with 35 percent ownership of Beaver Valley 1, uses an 
unsegregated depreciation reserve.
13 As of March 1982 no decommissioning funds had been accrued for Vermont
Yankee. The utility planned to wait until the plant debt was paid off before 
setting aside funds. In lieu of debt payments, monies were to be set aside 
for decommissioning for the last six years of the unit’s life. Vermont 
Yankee Nuclear Power Co. has been involved in a precedent-setting legal case 
related to taxation of funds which would be used for decommissioning.
14 This does not include costs for Farley 2,
15 This does not include costs for Arkansas Nuclear 2.
16 This does not include costs for Edwin I Hatch 2.
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17 This includes
18 This does not
19 This includes
20 This does not
costs for Dresden 1 which is now inoperable* 
include costs for Salem 2.
costs for Indian Point 1 which is now inoperable, 
include costs for North Anna 2,
21 Commonwealth Edison, the principal owner of 11110013’ nuclear facilities, 
is using a decommissioning cost range in estimating funds needed*. The state 
total using the low range value would be $320 million. The value listed in 
this table is the total using the high range numbers*
22 The decommissioning method which will be used for Donald C. Cook 1 and 
2 has not yet been made final. The value listed in this table assumes the 
highest cost method, "entombment and dismantlement," will be chosen. If the 
lowest cost method, "mothballing," is used, the state total estimated cost o 
decommissioning would be $196.79 million.
23 These estimates are new and have recently been approved by the North 
Carolina commission. Approval, as of March 1982, had not been obtained by 
South Carolina P.S.C., but was anticipated*
24 The estimate for one plant in this state, H.B. Robinson 2, is new and 
as of March 1982 had not yet been approved by South Carolina P.S.C. However, 
commission approval was anticipated.
25 This includes funds for lowa-Illinois Gas and Electric s 25 percent 
share of Quad Cities 1 and 2.
26 This is through 2/28/82.
27 No funds have been accrued for Pilgrim 1. One mill per kWh is accrued 
for Yankee Rowe.
28 August 1980 the state regulatory commission disallowed the accrual of 
funds for decommissioning the Big Rock Point and Palisades plants until gen­
eric hearings are held on the subject of decommissioning.
29 Public Service Electric and Gas has accrued $27 million for all four of 
its units (three under construction and one existing). Accrued funds for 
Oyster Creek were $4,167,700 through January 1981 *
30 Indian Point 2 - $5 million / year; Nine Mile Point 1 - $2.48 million / 
year; Ginna 1 - $3.13 million / year*
31 Beaver Valley 1 - Ohio Edison's share - $121,540 / year; Duquesne Light s 
share - $7.65 million to date. Peach Bottom 2 and 3 - P h i l a d e l p h i a  Electric s 
share — $2.2 million / year.
32 H.B, Robinson 2 - $1.2 million; Oconee 1, 2, and 3 - amount unknown.
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FOOTNOTES
1The URGE Project Office coordinates the group, and is led by its 
director, James Stukel. Address inquiries to Professor James Stukel, 
University Research Group on Energy, University of Illinois, 901 South 
Mathews Avenue, Urbana, Illinois, 61801.
2The utility finance model is described in URGE Project Office, First- 
Year Progress Report of the University Research Group on Energy, Appendix 
B and pp. 4-4 to 4-19.
3Prepared for the Office of Technology Assessment (OTA), U.S. Congress. 
The analysis will be available from the OTA, or from Cornell University,
212 Warren Hall, Ithaca, New York, 14853.
^For this illustration, the tax allowance equals (.46/(1 - .46))*(Al­
lowed Return + (Depreciation for Revenue Allowance - Depreciation for Tax 
Allowance) - Interest Expense). Interest expense without FGD is assumed 
to be an embedded average 10% on a debt of $800 million, or $80 million.
The addition of FGD adds $18 million to this year's interest payments.
5
For the flow-through "F" State, the tax allowance is changed to 
(.46/(1 - .46))*(Allowed Return + Normal Depreciation - Tax Depreciation - 
Interest Payments) - Credits/(.l - .46).
6Analyzed in D. Chapman, "The 1981 Tax Act and the Economics of Coal 
and Nuclear Power," Hearings, Nuclear Fuel Cycle Policy and the Future of 
Nuclear Power, U.S. House Interior Committee, Subcommittee on Oversight; 
and Investigations, 1981. Also Cornell Department of Agricultural Economics 
Staff Paper No. 81-26.
^Mark D. Luftig and Jennifer Proga, Stock Research: Industry Analysis -
Electric Utility Regulation (New York; Salomon Brothers, 1982); Ernest Liu, 
"Public Utility Survey" (New York: Goldman Sachs, Inc., August 1982);
Daniel L. Tulis, "Equity Research - Monthly Utility Service" (New York: 
Shearson/American Express, Inc., March 1982); A. Bernhard, The Value Line 
Investment Survey, Part 3, Ratings and Reports (New York; A. Bernhard,
1982), pp. 180, 701, 1719.
g
Geneva Beierlein, ed., 1980 Annual Report on Utility and Carrier 
Regulation (Washington, D.C.,; National Association of Regulatory Utility *i
Commissioners, 1981).
9According to the. Inventory of Power Plants in the United States 1980 
Annual, Louisiana has one 519 MW coal unit.
i nBeierlein, pp. 454-455, Table 14.
11Edison Electric Institute, Glossary of Electric Utility Terms 
(Washington, D.C.: Edison Electric Institute, 1980), p. 47.
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This method, 
tax deductible.
12 then, recognizes the fact that interest costs are
13Federal Energy Regulatory Commission, Electric Utility Depreciation 
Practices 1976 (Washington, D.C.: Federal Energy Regulatory Commission,
1980).
^AGA Depreciation Committee and EEI Accounting Committee, "A Survey 
of Depreciation Statistics 1980-1981," 1981. (Mimeographed).
15See, for example, Christopher P, Davis, "Federal Tax Subsidies 
for Electric Utilities: An Energy Policy Perspective," Harvard Environ­
mental Law Review, Vol, 4, No, 2 (1980), pp. 317-318.
16State commissions were inaccurate in distinguishing which utilities 
were involved in 1 percent ESOP and which took the additional 1/2 percent 
available. Therefore, 11 and 11 1/2 percent answers have been combined 
in one category.
17According to Statistics of Privately Owned Electric Utilities - 1980 
Annual there are 205 class A and B electric utilities in the U.S.
18Price Waterhouse and Company, The Economic Recovery Tax Act of 
1981: A Summary and Analysis (New York, N.Y.: Price Waterhouse and
Company, 1981).
19Davis, p. 317.
20Price Waterhouse and Company.
21Ibid.
22Ibid.
^Oklahoma Statute Supplement 17 1977 Section 250 E.T.-SEQ., and 
Rules 6 and 12 of Commission Order Number 125207, Cause Number 26134.
24North Dakota Public Service Commission. Automatic Adjustment 
Clauses (unpublished) .
25Information current through December 1981.
2 ^
This, of course, assumes no major problems will arise forcing early 
retirement of plants.
27 . . .R, S. Wood, Assuring the Availability of Funds for Decommissioning
Nuclear Facilities, Draft Report, NUREG-0584 Rev. 2 (Washington, D.C.:
U.S. Nuclear Regulatory Commission, 1980), pp. 14-16.
Beaver Valley 1 is counted as having an external sinking fund since 
65 percent of its funds are accrued using this method. (Pennsylvania util­
ities are required to use the external sinking method and Beaver Valley is 
65 percent owned by Pennsylvania companies,)
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29R. I. Smith, G. J. Konzek and W, E. Kennedy, Jr,, Technology, Safety 
and Costs of Decommissioning a Reference Pressurized Water Reactor Power 
Station, NUREG ICR-0130 (Washington, D.C.: U.S. Nuclear Regulatory Commission,
August 1979),
30Duane Chapman, Nuclear Economics : Taxation, Fuel Cost and Decommission­
ing, Consultant Report (Sacramento, CA: California Energy Commission, November
1980), p. 55.
31Smith, Konzek and Kennedy, p. 3-3.
32Chapman, pp. 55-57.
33Edison Electric Institute, EEI Yearbook 1980 (Washington, D.C. :
Edison Electric Institute, 1980), pp„ 20-23.
- 121-
BIBLIOGRAPHY
AGA Depreciation Committee and KEI Depreciation Accounting Committee.
"A Survey of Depreciation Statistics 1980-1981," (Mimeographed).
Beierlein, Geneva, Ed. 1980 Annual Report on Utility and Carrier Regu­
lation. Washington, D.C. : National Association of Regulatory
Utility Commissioners, 1981.
Bernhard, A. The Value Line Investment Survey. Part 3, Ratings and 
Reports. New York: A. Bernhard, 1982.
Carter, James E. Economic Report of the President. Washington, D.C.:
U.S. Government Printing Office, January 1981.
Chapman, D . Nuclear Economics: Taxation, Fuel Cost and Decommissioning,
Consultant Report. Sacramento, CA: California Energy Commission,
1980.
. "The 1981 Tax Act and the Economics of Coal and Nuclear Power," 
U.S. House Interior Committee, Subcommittee on Oversight and Inves­
tigations. Hearing. Nuclear Policy, October 1981. Printed as 
Cornell University Department of Agricultural Economics Staff Paper 
No. 81-26.
Davis, Christopher P. "Federal Tax Subsidies for Electric Utilities: An
Energy Policy Perspective." Harvard Environmental Law Review,
Vol. 4, No. 2 (1980).
Edison Electric Institute. EEI Yearbook 1980. Washington, D.C.: Edison
Electric Institute, 1981.
Federal Energy Regulatory Commission. Electric Utility Depreciation 
Practices 1976. Washington, D.C. : Federal Energy Regulatory
Commission, 1980.
Kiefer, Donald W. Accelerated Depreciation and the Investment Tax Credit 
in the Public Utility Industry: A Background Analysis. Columbus, OH
National Regulatory Research Institute, Ohio State University, 1979.
Liu, Ernest. "Public Utility Survey." New York: Goldman Sachs, Inc.,
August 1982.
Luftig, Mark D. and Proga, Jennifer. Stock Research: Industry Analysis -
Electric Utility Regulation. New York: Salomon Brothers, 1982.
North Dakota Public Service Commission. Automatic Adjustment Clauses 
(unpublished).
- 122-
Oklahoma Statute Supplement 17 1977 Section 250 E.T.-SEQ., and Rules 6 
and 12 of Commission Order Number 125207, Cause Number 26134.
Price Waterhouse and Company. The Economic Recovery Tax Act of 1981: A
Summary and Analysis. New York: Price Waterhouse and Company, 1981.
Smith, R. I., Konzek, G. J., and Kennedy, W. E., Jr. Technology, Safety 
and Costs of Decommissioning a Reference Pressurized Water Reactor 
Power Station. NUREG ICR-0130. Washington, D.C.: U.S. Nuclear
Regulatory Commission, August 1979.
Statistical Committee Edison Electric Institute. Glossafy of Electric
Utility Terms. Washington, D.C.: Edison Electric Institute, 1979.
Tulis, Daniel L. "Equity Research— Monthly Utility Service." New York: 
Shearson/American Express, Inc., March 1982.
University Research Group on Energy. First-Year Progress Report of the 
University Research Group on Energy (unpublished).
U.S. Department of Energy, Energy Information Administration. Inventory
of Power Plants in the United States 198U Annual. Washington, D.C.: 
U.S. Department of Energy, Energy Information Administration, 1981.
U.S. Department of Energy, Energy Information Administration, Statistics 
of Privately Owned Electric Utilities in the United States I98U 
Annual. Washington, D.C.: U.S. Department of Energy, Energy
Information Administration, 1981.
U.S. Department of Energy, Energy Information Administration. Steam
Electric Plant Construction Cost and Annual Production Expenses - 
1978. Washington, D.C.: U.S. Department of Energy, Energy
Information Administration, 1980.
Wood, R. S. Assuring the Availability of Funds for Decommissioning Nuclear 
Facilities, Draft Report, NUREG-0584 Rev. 2. Washington, D.C.:
U.S. Nuclear Regulatory Commission, 1980.
